In the era of homogenization of development all over the globe, capital has become crucial aspect and major concern for countries, especially for the developing ones. Foreign funds inflow has become one of the major resources for this. Countries are in a constant race to attract more of foreign fund inflows or foreign direct investment (FDI).The objective of this paper is to study the impact of FDI in India on the employment generation capacity and GDP growth it also tries to correlate GDP growth with employment trends, it will go through sector-wise inflow of FDI in India and analyze its ability to generate employment and productivity in India.
Introduction
There have been significant amount of research that have been carried out in almost all the developing countries especially African and Indian sub-continent since China grew past all the economies since 1970's, while the total FDI inflow in China surpassed its previous record every year during those days. It is pretty obvious that the main forces that triggered such growth were not only FDI but also its labor reforms with infrastructure development and opening of its economy, South Korea also miraculously grew at a growth rate of 12% during that phase using similar methodology.
After the liberalization of the Indian economy since 1991 in the wake of balance of payment crises there has also been emphasis on FDI in India, as India strived to follow the same objective of economic growth many leaps and bounds followed it. Employment generation and starting of new firms have always converged as empirical evidences indicate 1 , India on the other hand was struggling to help start new firms as it always had problems with the license system that it followed since its independence. There have always been concerns regarding this subject in India however after the liberalization of the economy this pessimism has definitely reduced and high hopes have gradually taken its place. India also had credibility issues that took a toll on its economic growth in the first half of 1990's but later they were also slowly resolved with new reforms such as in rupee convertibility, fiscal reforms, flexible exchange rate and etc. After the realization by Indian planners about the fact they cannot keep going in the same fashion of regulation of foreign trade and neglect their responsibilities about the balance of payment in the early 90's they started liberalizing norms on foreign exchange as a result of gradually the FDI inflow incremented come to think of it--not much time has really passed since then and India has accumulated a cumulative FDI of U.S$ 364,785 million 2 by January 2015. Employment generation ability in India has been dominated by agriculture as even in 2009-10 the percentage share of agricultural employment is 53.2%, while the share of manufacturing/ non-manufacturing and service sector are 11%/10.5% and 25.3% respectively.
3 It is not hard to see that the majority number of hands to feed a population of 120 billion has always been dominated by agriculture, even with the low earning that is derived from agriculture the economy has not only sustained but is also growing at a rate of 7% in 2015--it is miraculously true. Even with a cyclic raising CPI the low wages derived from agriculture were able to sustain a jaw dropping population of 120 billion. In the context of the relation between population growth and employment generation we can say that it is significantly dependent on demographic factors that we cannot go into a detail about in this section, however we will mention the document of the World Bank (http://data.worldbank.org/indicator/SL.EMP.TOTL.SP.ZS) in this regard.
The relation between employment generation and FDI is very significant to understand in respect of Indian scenario due to more or less stagnated employment share of agriculture. It is pretty puzzling that despite of the migration of people to urban areas in search of employment why are there such low employment share of service sector even after high FDI inflows? Moreover, what are the factors that relate FDI to employment in India? These are key question that we will try to find answers to in this paper, after the liberalization of the Indian economy much has changed governments launch ambitious programs like MGNREGA (Mahatma Gandhi national rural employment guarantee scheme) and many other such programs further it reduces barriers to trade and allows FDI in all sectors this definitely spreads optimism in the domestic as well as foreign markets, we seek to know how far has India got riding on the back of much debated Foreign Direct Investment.
Foreign Direct Investment Scenario of India
The importance of FDI can be explained by analyzing its need and influence on Indian economy, the need for FDI is pretty simple, as right after the balance of payment crises it became pretty clear that India will not have much domestic investment unless the private sector is liberalized and supported by the government. Even if big bang reforms take place it will need some time to settle things down, so for the time being the major investment had to come from elsewhere i.e. FDI liberalization schemes must be rolled out. However, due to credibility issues in the international market it was pretty difficult for India to begin with such an idea but later on as India began to advertise about its huge market with approximately 95 billion consumers in telecommunication sector (in 1996) 4 for example things began to become more clear to the multinational companies.
Influence of FDI can be understood by the inferiority complex that almost all the South East Asian countries felt after the rapid growth of China and South Korea, there is no denying the fact that FDI inflow in China was one of the major factors responsible for this along with other reforms that took place during that period 5 .
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Trends in FDI Inflow
India astoundingly way back in 1983 came a long way when we think only in terms of methodology adopted to bring in capital inflows some light on the situation can be thrown in by bilateral tax treaty between India and Mauritius (Dr. Manmohan Singh, 2007 IMF working paper) an example for recent development regarding this issue can be of India-Singapore comprehensive economic corporation agreement 2003. After reviewing the above given data it is very easy to interpret the crucial role played by bilateral tax agreement between India and Mauritius i.e. FDI inflow of Mauritius is not only highest but also 35% of FDI, similarly Singapore constitutes of 13% of it. But that of the western countries constitute less than 50% of FDI even on summation. The impact of such treaties and agreement between countries is huge, sometimes big enough to over shadow many reforms that countries like India go through like labor reforms etc.
The free trade agreement have played a significant role in developing countries of Asia and Africa especially when we consider political economy FTA Consolidation in Asia-(As a group, the number of concluded FTAs in Asia increased from only three to 61 during that time).
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What impact did these FTA have on India? The increased integration of India with Asian countries has expanded its presence in global markets where as the shares of Asian developing countries in India's exports and imports have raised but its share with developed countries has come down, despite of this fact they continue to be important destination for Indian exports 7 . India's FDI policy turned out to be beneficial for not only Singapore and Mauritius but also for other Asian countries.
While with the African partners there have been appreciable amount of investment from India instead, for instance investments by Tata motors in South Africa are market seeking because the cars built in South Africa are sold in the country.
8 A look over the below given data can help in understanding that there have been constant increase in investment by India into the African countries as we see that US$ million 1,400 in 2006-07, US$ million 1,627 in 2007-08 and US$ million 2,555 in 2008-09, however the net outflow of FDI in India was just 0.4% of GDP in 2014 according to World Bank data so we can conclude there is very little outflow of FDI in contrast to FDI inflow 3% of GDP in 2014. Never the less India is surly on the path that was set as an objective during the liberalization of 1991. FDI has always been concerned with developed economies. As they attract a comparatively higher share of world-wide FDI than developing countries. In recent years, however, the increase in FDI flows to developing countries turned out to be higher than the increase in FDI flows to developed countries. Average annual FDI flows to developing countries soared eight-fold 9 and India had a big role to play.
Employment Generation Scenario in India
When we discuss about the trend of employment in India employment elasticity can be a very useful tool for analysis-Employment elasticity is a measure of the percentage change in employment associated with a 1 percentage point change in economic growth or we can say that 10 . As we can see that there is a definite decline in the employment elasticity indicating that with increase in GDP growth rate there was lesser and lesser increase in overall employment in India. One of the logical explanations behind this can be that as the economy progressed, the labor force was being replaced by capital or marginal rate of technical substitution kept declining (
). But when we take a look at the employment generation trend in organised sector (Table 4) we figure out that there is a positive growth in employment of organised sector since the past years with decreasing elasticity as shown ofcourse, now the below given bar chart can throw some light on the decreasing trend of labor contribution in GDP as on can easily make out that there is gradual but sure increase in tangent or first derivative of the curve given below (plot between GDP growth on Y and employment on X axis in scales of millions.)
Either way, we can confirm that there is not much increase in labor employment with respect to National income growth in India. Unorganized sector employment is doing fairly well if we see in terms of employment generation, but since data on unorganized sector is not available to us we can leave it at this optimistic expression.
There has been a great deal of debates on the topic of employment generation by small and new firms in national and international fronts, most of the researchers considered it to be true 11 , this view has initiated a new program in India by the government, but we are yet to see the results. 
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Employment Generation Capacity of FDI
Foreign direct investments are long run programs initiated by multinational companies; they seek simple incentives such as markets, comparative advantage of labor in a country, cheaper raw material etc. but how does it increase employment? There are basically two kinds of investment 1) Brown field investment-when a company purchases existing production facilities. 2) Green field investment-when a company builds a new production facility.
Either way there is bound to be increase in employment due to investments made. But the extent of the employment generation depends on the nature of business these firms want to do, with entry of new firms in the country there must be increase in competition in the domestic markets, this gives diversity to the consumers, other positive implication of FDI is the improvement of technology and knowledge.
In India most of the sector-wise distribution of FDI (appendix 1) has been in service sector (Services sector includes Financial, Banking, Insurance, Non-Financial / Business, Outsourcing, R&D, Courier,) i.e. 17.18% of total FDI. While in construction development India has 9.76% FDI inflows. Most of these industries are capital intensive in nature and we should not expect much growth in labor employment.
Agriculture sector-the primary sector employs 50% of the total employment directly while 12% indirectly, it has received about 0.16 % in agriculture services and 0.16% in agriculture machinery of FDI, though it is a small fraction of FDI it led to a steady growth in agriculture sector 12 . Keeping in mind that agriculture sector contributes up to 19% in GDP of India we should expect more inflow of FDI in this sector, but when we compare the ratio of GDP contribution of primary sector to the labor employment we find that the theory of disguised unemployment to be true, moreover most of the employment generated belongs to the unorganized sector. The productivity of labor in agriculture sector has depleted to an alarming extent and the only way to raise living standard may seem to be that prescribed by Professor Arthur Lewis in his Labor surplus model for developing countries. The FDI in other sector certainly seem to be pointing in the above mentioned direction of Professor Arthur Lewis model, when we take a closer look at the employment trend of agriculture in India we find that there has been a steady decline. The only way by which Indian agriculture sector can improve its labor productivity is by employing more of capital intensive technology. Such practices have already shown good results in U.S.A, Mexico etc.
Industrial sector-Indian industrial sector have had its leaps and bounds and is now expected grow at a much better pace though it has received a FDI share of 4.96% in automobile sector, 3.88% in power sector, 4.17% in fertilizers etc. it is still growing and contributed to 18% of employment in India. This share of FDI inflow in industrial sector does not reflect its incapacity by any means as the major benefit received by this sector has been transfer of technology and knowledge through multinational companies 13 . With this the productivity of Indian labor has improved tremendously, the national manufacturing policy (NMP) ratified by the Indian government aims at 25% contribution to GDP and 100 million employment by 2022, under such strong optimism this sector is likely to increase its share of FDI as well.
There has been a steady increase in index of industrial production (IIP) 14 in the recent past of the core industries of India and we can expect that this sector will do better in the future, with labor migrating towards the urban industrial areas in search of employment they need to increase their productivity which they are able to do as the results show.
Service sector-this sector is attracting a huge sum of FDI i.e. 17.18%, most of the FDI that came from Mauritius and Singapore was inclined towards the service sector but since the global financial crises in 2007-08 this percentage has dropped. It is clear that the service sector is sensitive towards the exports at least in India, with the plummeting service exports of -15% in 2015 this sector has gotten the worse hit since the crises, the rate of employment generation in this sector is pretty stable though. During the period of 2004-06 when the Indian GDP was growing at a rate of 8% the service exports played the most important role also FDI inflow it this sector was at its peak. Skilled labor from all over the country flooded into this sector but as soon as the exports were reduced this sector could not bear the labor cost and instead left it unemployed or did not hired them to begin with, moreover the FDI inflow was reduced to 2/3 of what it was in 2005. 
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FDI Contribution in Indian GDP
We can classify the effects as direct and indirect effect of FDI on any economy, similarly in Indian context the direct contribution of FDI has been in balance of payments, and technology transfer etc. however the genrally disregarded effect of FDI is indirect effect.
The foreign direct investment can be regarded as inflow of capital. It can be explained by the use of Keynesian multiplier concept where here, Y is national income and I is investment, explaination: if an investment of $100 is done, then the labor employed would earn $100 and consume say $80 on goods by purchasing it from certain person now this person earns $80 and similarly decides to purchase an item worth $64 from another person then this person earns $64 and story goes on until $0 is left to spend further, the total income generated here will be not be eual to $100 instead it will be 100+80+64… this concept is called the multiplier effect. Though this theory has its shortcommings never the less it is gives an effective explaination.
FDI contributes more to the economy this way and hence it becomes more important to understand its indirect effect, though direct effects should not be underestimated. Never the less, the cluster of points in the below given graph can be explained by the initial phase of opening of the Indian economy this part of the graph signifies that initially the growth of GDP was not increasing as rappidly in later phases also one can observe that FDI inflow did not follow a similar trend and continuosly increased with a few exceptions at the time of global slowdown indicating its sensitivity.
The below given data is does not throw any light on the indirect or multiplier effect of FDI in india though it is relevent. 
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Conclusion
India certainly can be considered as an emerging economic power and FDI has contributed to its growth in multidimensional way to it, but as far as the employment generation is considered there is yet to be methodology developed to establish a concrete relation between the two. We tried to establish a linier relation using OLS but the corelation coefficient was too low i.e. 0.65 which cannot be considered any good so we leave it at that.
But as far as the relation between GDP growth and employment generation is concerned we can be sure that there is a positive relation with decreasing rate of growth of labor employment, capital intensive technology is now taking up the major role as growth engine in India and there is expected to further reduction in elasticity of employment. We can also conclude from our study that agriculture sector though not contributing much to GDP might work wonders if capital intensive technology is provided this sector, it is not a surprise that manufacturing and service sector of India are on the rise and are likely to attract more investment and intelect from the world but since India skipped the traditional phase where it was suppose to have rise in manufacturing sector before the service sector it just might work fine as now the manufacturing sector is looking stornger than before. FDI in all these sectors clearly reflects the confidence of international community on the ablity of growth and incentive that it is likely to give.
